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Abstract 
With a move away from up-front charges following the introduction of stakeholder 
pensions, consumers are no longer penalised for lapsing on many long-term savings 
policies.  Nevertheless, persistency rates may still provide an (imperfect) indicator of 
sales quality and provide some information on how consumers are building up savings 
for the longer-term.  Furthermore, persistency is an increasingly important issue for 
financial providers and the profitability of stakeholder-friendly products.  This paper 
uses aggregate persistency data and survey data from the British Household Panel 
Survey to address three key questions: What drives persistency rates among different 
groups in the population? To what extent does non-persistency appear to reflect poor 
sales and advice, rather than events in consumers’ lives that were not predictable at 
the time of sale? Are there any messages that could be given to the industry or to 
consumers to help raise levels of persistency? 
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Executive summary 
The introduction of stakeholder pensions, and the wider reduction in up-front charges 
on financial products, reduces the detriment to consumers from early lapses on long-
term savings policies.  With more flexible products, consumers are no longer likely to 
lose money they have paid in premia if they stop contributing after one or two years.  
But, persistency is still an important issue for several reasons.  One is that, all other 
things being equal, a sale of a good value product that meets the consumer’s needs is 
more likely to persist.  Secondly, persistency of contributions may indicate whether or 
not consumers are building up savings for the longer term.1   
Thirdly, persistency is becoming increasingly important for financial providers.  With 
capped annual management charges (and no upfront charges) providers bear more of 
the upfront sale costs and a lack of persistency may seriously threaten profitability. 
This paper examines some of the key drivers of persistency using two sources of 
information.  One is the aggregated information on persistency rates collected from 
financial providers.  The other is evidence on persistency of pension contributions in 
the British Household Panel Survey (BHPS), a source of micro-data that contains 
detailed information on individuals’ economic and socio-demographic characteristics 
when they start and stop making contributions.  
The paper uses the evidence to address three key questions: 
• What drives persistency rates among different groups in the population? 
• To what extent does non-persistency appear to reflect poor sales and advice, 
rather than events in consumers’ lives that were not predictable at the time of 
sale? 
• Are there any messages that could be given to the industry or to consumers to 
help increase levels of persistency? 
The main findings are: 
                                                 
1 But, more information is needed on what happens when people stop contributing (whether they join 
an employer’s scheme, or whether, and for how long, they lapse). 
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Lapse rates vary significantly across different products – they are lower for 
endowment policies than for whole of life and other life policies and highest for 
pensions – and across distribution channel.  Lapse rates are significantly higher 
for policies sold by tied advisers2 than for those sold by Independent Financial 
Advisors (IFAs).  In the tied channel, but not for IFAs, lapse rates are significantly 
lower in the second and subsequent years than in the first year, suggesting a 
possible sales/ advice effect. 
Lapse rates have increased on almost all products in recent years.  Analysis of the 
aggregate data shows that this coincided with an increase in household debt.  The 
introduction of stakeholder pensions and increasing product flexibility may be 
another factor.  
Evidence from the BHPS shows that lapse rates on pensions vary significantly 
across different groups in the population.  In particular, they are higher for women 
than for men and higher for those on low incomes. 
The BHPS evidence indicates that one-quarter of lapses on pensions are related to 
changes in consumers' financial circumstances that may have been difficult to 
anticipate at the time when they started making contributions.  In 7% of cases in 
the BHPS, lapses appear to have been caused by a change in marital or family 
circumstances.  
More worryingly, in at least one-quarter of cases of lapses in the BHPS, 
consumers who stopped making contributions reported that they had financial 
difficulties at the time they began contributing.  This suggests that the policy may 
not have been affordable when it was sold. 
For providers keen to increase persistency rates there are a number of potential 
pointers from this analysis. 
One is that consumers need fully to understand the costs, risks and relevant time 
horizons associated with long-term savings products.   
 
2 advisers allowed only to advise on the products of a single provider (or marketing group).  
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The second is to ensure the policies are affordable, taking into account consumers' 
levels of debt and ability to meet other regular bills and payments.  With more 
flexible products, consumers need to be encouraged to make use of payment 
holiday facilities when their circumstances change and to return to contributing 
when they are able. 
• 
• The third is to encourage consumers to think ahead to likely changes in their 
family and disposable income, and, again, to make full use of flexible products to 
suit their changing circumstances. 
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1. Introduction 
On the face of it, the fact that many consumers stop paying into long-term savings 
policies so soon after they start is a curious phenomenon, as it appears to be in the 
interests of neither consumers nor the financial services industry.  If products have 
upfront charges, consumers are likely to lose some of the money that they have paid 
in premia and, even if there are no direct financial penalties as with stakeholder 
pensions, it may seem a waste of time to enter into a long-term savings arrangement 
that ceases after one or two years.   
Nor is a lack of persistency likely to be in the interest of the financial services 
industry.  Providers lose the additional revenue they would otherwise have got from a 
growing long-term savings fund.  And, in the case of stakeholder pensions with 
capped annual management charges, a lack of persistency may pose a serious threat to 
profitability.  Advisers forego trail commission and, even if the commission is 
upfront, they may lose some goodwill from their customer if the product they 
recommended fails to match the consumer’s needs.   
Yet, in spite of the fact that persistency of long-term savings products appears to be in 
everyone’s interests, a high proportion of consumers do not carry on contributing 
beyond the first few years.  Latest published figures from the 2002 Financial Services 
Authority (FSA) Persistency Survey show that approximately one in ten people who 
buy an endowment or whole of life policy stop paying after one year, and one in eight 
people who buy a personal pension.  Preliminary figures for stakeholder pensions 
suggest a similar level of persistency to that of personal pensions.  After four years, 
approximately one in three people who bought a pension have stopped paying, while 
for endowment and whole of life policies the figure is around one in four.  
One possible explanation for the lack of persistency is that even the best-laid plans 
can go wrong and that there are many events in consumers’ lives – from a new job, to 
getting divorced, to winning the lottery – that mean that their financial needs, and 
their need for particular products, change.  In some cases, consumers may stop 
making contributions for only a relatively short time, and take a payment holiday.  
With more flexible policies this is now easier for consumers to do, and the official 
persistency data should ideally reflect this changing reality by treating payment 
holidays differently to a genuine lapse.  
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